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Ticker WTR

Last Price $43.65

Valuation Parameters

Risk-Reward 0.9x

Upside $49

Fair Value $45

Downside $38

Market Capitalization

Market Cap ($m) 9,419      

Cash ($m) (2018A) 4               

Debt ($m) (2018A) 2,398      

Enterprise Value ($m) 11,814    

Financial Estimates

2018 2019E 2020E 2021E

Rate Base ($m) 4,500      7,073      7,657      8,246      

EBITDA ($m) 470          576          881          940          

EPS $1.41 $1.50 $1.59 $1.70

DPS $0.84 $0.91 $0.98 $1.06

Valuation

2018 2019E 2020E 2021E

P/E 31.0x 29.1x 27.4x 25.7x

Dividend Yield 1.9% 2.1% 2.2% 2.4%

EV/EBITDA 25.1x 20.5x 13.4x 12.6x

Market Stats

Shares, FD (2018A) 178m

Short Interest, % Float 530%

Beta 0.63         

52 Wk High $44

52 Wk Low $32

Average Daily Volume (90-Day) 1,051k

Investment Summary:  Aqua reported solid Q2 results as the company beat our non-GAAP diluted EPS 

estimate.  Many developments transpired during the quarter that are imperative to our model, including 

a timing discrepancy in the P&L recognition of the Pennsylvania rate case, a delay in the close of the 

Peoples acquisition, and approval of the large Peoples rate case.  As a result, WTR was short of our Q2 

top-line estimate, and we were forced to meaningfully modify our model.  However, the revision 

positively affects the model by swinging our 2019 diluted EPS estimate to the top-end of the guidance 

range from the bottom, and for 2020 and 2021, diluted EPS estimates are essentially the same.  On top 

of these factors, the long U.S. Government bond yield fell over the course of Q2, as well as the five-year 

WTR beta (according to FactSet).  In turn, the stronger 2019 estimated Aqua fundamentals, together 

with the lower long yield and beta, drive up the valuation multiple, and with our 2020 diluted EPS 

estimate unchanged, our fair value rises due to the valuation multiple increase.  Accordingly, we view 

the Q2 report and resultant outlook favorably.  Still, the stock run-up (along with top water utility peers) 

the past two weeks on trade tensions, and a falling risk-free rate, is pressing shares against our revised 

fair value that is at Street-high.  Plus, we see the emergence of chatter around Fed rate cutting, and/or 

a trade truce, contracting the valuation multiple.  As such, we see strong potential for a lid to be placed 

on shares, and for pullback and volatility.  That said, our desire to recommend accumulating shares on 

the solid Q2 report and attractive outlook is offset by valuation.  With this in mind, we encourage 

investors to take a year-end 2020 investment horizon with Aqua and buy dips, because once valuation 

rolls to 2021 estimates, it becomes compelling once again, and WTR is armed with many catalysts to 

power the stock to the next year fair value that currently stands at $51/sh according to our model. 
 

• Aqua delivers Q2 bottom-line beat.  Q2 non-GAAP diluted EPS of $0.37 was $0.03 higher than our 

estimate.  Revenue of $218.9m was $7.8m beneath our $226.7m estimate.  The sales difference was 

a function of timing discrepancy in the model around incorporating the Pennsylvania rate case versus 

when the rate case went into effect.  For simplicity, we plugged an April 1st rate case impact start into 

the model, yet the rate relief began May 24th.  Had we forecasted a one-month recognition of the rate 

case in the model for Q2, our sales estimate would have matched the Q2 report.  On that note, 

bottom-line outperformance stemmed from better-than-expected other income lines below the line. 
 

• Flow-through on model revision strengthens 2019 to 2021 earnings estimates and the financial 

condition.  During Q219, Aqua announced it anticipates closing the Peoples acquisition this fall instead 

of this summer.  Moreover, WTR announced a Peoples rate case outcome of $59.5m.  Going into Q2, 

we modeled Aqua and Peoples to begin operating as one company in Q319, and we estimated a 

$54.1m positive top-line impact, starting in Q419, from the Peoples rate case.  Owed to the Peoples 

developments, we push out the close of the Peoples deal, in our model, by one quarter to Q419, which 

cuts our Q319 estimates, and we bump up our Q419-start Peoples rate case estimate to $59.5m to 

mirror the outcome.  We also adjust the Aqua Pennsylvania rate case inclusion in the model to more 

accurately reflect timing.  The model flow-through from these changes, and the update for actual Q2 

figures, causes our 2019 non-GAAP diluted EPS estimate to climb by $0.06 to $1.50 (top of the $1.45 

to $1.50 2019 guidance range), strengthening cash generation to a degree that reduces net debt 

estimates while lifting dividend estimates.  Due to the greater 2019 non-GAAP diluted EPS estimate, 

lower net debt forecast, and higher dividend projection, our target P/E valuation multiple swells.  For 

2020 and 2021, the model flow-through leads to non-GAAP diluted EPS estimates for each year staying 

the same.  This translates into YoY non-GAAP diluted EPS growth of ~6.5% for each year over the 2019 

to 2021 period, implying to us our earnings estimates are on track when considering the Aqua rate 

base, and consolidated company breakdown, guidance for the Peoples and WTR combined entity. 
 

• We see stock pullbacks creating investment opportunity.  With our 2019 dividend and non-GAAP 

diluted EPS estimates rising to $0.91/sh from $0.90/sh, and $1.50 from $1.44, respectively, combined 

with the drop in the year-end 2019 consensus 30-year U.S. Government bond yield estimate to 2.5% 

from 3.0%, and the WTR five-year beta fall to 0.63 from 0.65 (FactSet), our target P/E valuation 

multiple amplifies to 28.2x from 26.4x.  As a result, our fair value increases by $3 to $45.  We support 

our valuation with the justified P/B multiple and justified dividend yield approaches that point to fair 

values of $45 and $47, respectively, based on a multiple and yield of 3.2x and 1.95%, respectively.  

Peeking into next year, our model suggests P/E multiple expansion to 29.9x, and when applied to our 

2021 non-GAAP diluted EPS estimate of $1.70, the 29.9x multiple implies 2021 year-end fair value is 

$51/sh.  Bearing this in mind, upside to the $51 mark from the present trading level stands at 16.8%, 

yet, accumulating shares at the current price sets up for the risk of pullback on current year (2020-

based) valuation.  Furthermore, we see potential for pullback on the back of easing trade tensions and 

discussion of Fed rate cuts.  To these points, we advise investors to accumulate shares on dips with an 

investment horizon through 2020 year-end, and as Aqua catalysts come to fruition, we see value in 

the stock being unleased to ultimately drive it to the $51 fair value by end of next year. 

   

  Research: 

Richard A. Verdi (646) 827-9586 

verdi@cokerpalmer.com  

  

  

  

  

  

  Trading: 

Craig J. Crespo (504) 507-1093 

crespo@cokerpalmer.com  
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Exhibit 1:  Base Case P&L 

 
Source:  Aqua America, Coker Palmer Institutional Equity Research Estimates 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Aqua America, Inc. Coker Palmer Institutional 

Income Statement Richard Verdi; 646.827.9586

(in millions except per share data)

December Fiscal Year

Non-GAAP Year Year 1Q18 2Q18 3Q18 4Q18 Year 1Q19 2Q19 3Q19E 4Q19E Year Year Year

Revenue $819.9 $809.5 $194.3 $211.9 $226.1 $205.7 $838.1 $201.1 $218.9 $244.7 $473.4 $1,138.2 $1,944.9 $2,015.9

Operating & Maintenance 304.9 287.2 73.9 73.5 68.6 92.4 308.5 79.3 86.4 92.3 239.2 497.2 985.4 995.2

Depreciation 131.0 136.3 36.0 36.6 37.5 36.0 146.0 39.1 39.6 40.1 61.8 180.5 253.7 262.9

Amortization 2.0 0.4 0.1 0.1 0.2 0.2 0.6 0.3 (2.9) 0.2 0.2 (2.2) 0.9 0.9

Non-Income Taxes 56.4 56.6 15.0 14.8 15.6 14.4 59.8 15.0 14.9 16.0 18.8 64.7 78.6 80.6

Operating Income 325.6 329.0 69.3 86.8 104.3 62.8 323.2 67.4 80.9 96.1 153.4 397.9 626.4 676.3

Interest Expense, Net (80.6) (88.3) (23.5) (23.7) (25.4) (26.3) (98.9) (27.9) (28.9) (29.8) (48.6) (135.2) (213.5) (234.2)

Allow. for Funds for Construction 8.8 15.2 2.9 2.6 3.1 4.5 13.0 4.1 3.6 3.9 5.6 17.1 25.1 24.5

Gain on Sale of Other Assets & Other 0.4 0.5 0.2 0.1 0.3 14.3 14.9 6.0 10.9 8.4 8.4 33.7 20.0 20.0

Equity Earnings in JV 1.0 0.3 (0.2) 0.5 (0.1) (0.1) 0.1 0.5 1.2 0.6 0.3 2.7 1.9 1.5

Income Before Taxes 255.2 256.7 48.7 66.2 82.2 55.2 252.3 50.2 67.8 79.2 119.1 316.3 459.9 488.1

Income Taxes 21.0 16.9 (2.1) (0.4) 3.9 0.0 1.5 0.5 0.9 1.7 13.2 16.3 51.1 54.2

Net Income (Continuing Operations) 234.2 239.7 50.8 66.6 78.2 55.2 250.8 49.7 66.8 77.5 105.9 299.9 408.8 433.9

Diluted EPS $1.32 $1.35 $0.29 $0.37 $0.44 $0.31 $1.41 $0.28 $0.37 $0.43 $0.42 $1.50 $1.59 $1.70

Diluted Shares Outstanding 177.8 177.2 178.2 178.3 178.4 178.4 178.4 178.6 178.7 178.8 254.3 197.6 254.9 255.9

Margin Analysis

Operating & Maintenance 37.2% 35.5% 38.0% 34.7% 30.3% 44.9% 36.8% 39.4% 39.5% 37.7% 50.5% 43.7% 50.7% 49.4%

Depreciation 16.0% 16.8% 18.5% 17.3% 16.6% 17.5% 17.4% 19.4% 18.1% 16.4% 13.1% 15.9% 13.0% 13.0%

Amortization 0.2% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 0.2% -1.3% 0.1% 0.0% -0.2% 0.0% 0.0%

Non-Income Taxes 6.9% 7.0% 7.7% 7.0% 6.9% 7.0% 7.1% 7.4% 6.8% 6.6% 4.0% 5.7% 4.0% 4.0%

Operating Income 39.7% 40.6% 35.7% 40.9% 46.1% 30.5% 38.6% 33.5% 37.0% 39.3% 32.4% 35.0% 32.2% 33.5%

Income Before Taxes 31.1% 31.7% 25.1% 31.3% 36.3% 26.8% 30.1% 24.9% 31.0% 32.4% 25.2% 27.8% 23.6% 24.2%

Income Taxes 8.2% 6.6% -4.4% -0.6% 4.8% 0.0% 0.6% 0.9% 1.4% 2.1% 11.1% 5.2% 11.1% 11.1%

Net Income 28.6% 29.6% 26.2% 31.4% 34.6% 26.8% 29.9% 24.7% 30.5% 31.7% 22.4% 26.4% 21.0% 21.5%

Growth Rates yr/yr

Revenue 0.7% -1.3% 3.5% 4.2% 5.2% 1.2% 3.5% 3.5% 3.3% 8.2% 130.1% 35.8% 70.9% 3.7%

Operating Income 1.4% 1.0% -0.8% 2.5% 7.0% -18.4% -1.8% -2.7% -6.7% -7.8% 144.3% 23.1% 57.4% 8.0%

Income Before Taxes 7.1% 0.6% -6.3% -0.5% 3.2% -5.6% -1.7% 3.0% 2.3% -3.6% 115.8% 25.4% 45.4% 6.1%

Net Income 4.9% 2.4% 3.6% 9.2% 2.6% 3.2% 4.6% -2.2% 0.3% -0.9% 91.9% 19.6% 36.3% 6.1%

Diluted EPS 4.5% 2.3% 3.4% 9.1% 2.5% 3.1% 4.5% -2.4% 0.1% -1.1% 34.6% 6.5% 6.4% 6.4%

FY 2017FY 2016 FY 2018 FY 2019E FY 2020E FY 2021E
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Required Disclosures: 

 

Analyst Certification:  

We, David E. Beard, CFA, Noel Parks, & Richard A. Verdi, all certify that to the best of our knowledge, the views and opinions in our 

research reports accurately reflect our personal views about the subject company (companies) and it’s (their) securities. We have not 

and will not receive direct or indirect compensation related to the specific recommendations or opinions of this report. Unless 

otherwise stated, the individuals listed on the cover page of this report are analysts for Coker & Palmer Investment Securities (Coker 

& Palmer). Coker Palmer Institutional (CPI) is the brand name used to distinguish Coker & Palmer’s institutional only, sell side equity 

research operations.  

 

Important Disclosures:  

Conflicts of Interest: You should assume that as of the publication date of any report or letter, Coker & Palmer (possibly along with or 

through our members, partners, affiliates, employees, and/or consultants) along with our clients and/or investors has a position in 

the subject companies or derivatives of subject companies mentioned in this report, and therefore stands to realize gains based on 

the price movements of stocks covered in this report. Following publication of any report or letter, we intend to continue transacting 

in the securities covered therein, and we may be long, short, or neutral at any time hereafter regardless of our initial recommendation.  

 

Analyst Compensation: Analysts are not directly compensated based on investment banking fees, but analysts’ compensation is based 

on overall firm profitability, which may or may not include investment-banking fees. Coker & Palmer has not received investment-

banking income from the subject companies in the previous 12 months. Investors should expect that Coker & Palmer may seek and 

may be seeking compensation for investment banking and non-investment banking related services and production from any or all 

companies mentioned within this report.  

 

Conflicts:   Noel Parks, E&P Analyst, owns REI and AXAS in personal accounts.  

 

Rating Methodology: CPI DOES NOT HAVE OFFICIAL STOCK RATINGS  

As of February 23, 2016, Coker & Palmer (CPI) eliminated any formal ratings system. Thus, as of this date, we no longer publish any 

formal “Buy”, “Hold” or “Sell” recommendations on any stocks we cover. Any recommendations published before this date should not 

be relied upon going forward for any reason whatsoever. From this date forward, CPI might, from time to time, offer an informal view 

(or description or trend) as to our opinion relative to the short, medium or long-term price trend in a specific stock, group of stocks, 

industry index or commodity. Such views are not formal recommendations. Therefore, any view, description or trend offered by CPI 

should never be interpreted or construed as any type of formal stock/equity recommendation. It is also possible that CPI’s views might 

even be inconsistent or even contradictory in our various written and/or verbal communications. Any such view, description or trend 

is subject to possible rapid change and can change without prior notice and/or warning. Therefore, any view we offer on the possible 

trading direction of an instrument cannot and should NEVER be relied upon as any type of official investment recommendation. In 

addition, you should expect such views to often prove inaccurate relative to either the direction of any price movement, the magnitude 

of any price movements or the timeframes involved. Therefore, you should NOT use such published views and/or verbally 

communicated views as a basis for buying or selling any stock, group, index or commodity. Coker & Palmer and any related entities 

cannot be held liable for any such actions, interpretations or constructions. Furthermore, any view we might offer is based on many 

factors, including company, industry and market specific items. Many of these factors are beyond our control, ability to analyze, are 

difficult to predict and often change rapidly and without warning.  

 

Price Target Methodology: CPI DOES NOT HAVE OFFICIAL PRICE TARGETS  

Coker & Palmer (CPI) does not provide official price target on subject companies, but does from time-to-time address what analysts 

believe to be possible stock valuations. These valuations may take the form of an Upside (or Reward), Downside (Risk), and Fair Value 

(FV) of subject companies, but could be written and described in various ways not listed here and subject to change in value and 

methodology. Furthermore, such valuation estimates incorporate many variables, both qualitative and quantitative, all of which can 

change without notice. It’s quite likely that such valuation assessments might never prove accurate. Therefore, any such valuation 

metric could often be unreliable. You should expect any or all of these valuation metrics to change, often significantly, and without 

prior warning or notice. Therefore, you should use NOT these metrics as a basis for buying and selling any equity. In addition, CPI’s 

assessments should only as only one of many variables you should use relative to valuation, stock investing and portfolio risk 

assessment.  

 

Ratings Distribution and Investment Banking: As we do not carry any official rating system for our coverage universe, our ratings 

distribution is not applicable to our research coverage. Investment banking conflicts and operations are outlined below.  
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Valuation/Risk Factors:  

The Exploration and Production (E&P) business in inherently risky. Investors in E&P equities should be fully aware of these risks, which 

include, but are not limited to, volatile natural gas, NGL’s and crude oil prices, regional pricing differences, field and company asset 

quality, reserve depletion factors, drilling risks, operating costs, company capital structures, operating and working capital needs and 

ability to raise both debt and equity capital to fund operations. E&P Valuation Methods used to determine the Price Target: We value 

E&P companies on many different metrics, including, but not limited to, our estimate of net asset value (NAV), enterprise value to 

EBITDA or cash flow multiples, price/earnings or cash flow multiples, discounted cash flow analysis and breakup/acquisition values. 

All our estimates and valuations are highly and inherently uncertain. They are based on, but not limited to, our outlook for the 

commodity price, our subjective view as to the quality of management, net asset value, quality of the proven and unproven reserves 

and resources, ability to develop and produce these reserves/resources, financial strength, cash flow, access to capital, and full cycle 

economics of investments. These factors are uncertain and our outlook is subject to change, sometimes quite quickly. Any changes in 

the above factors can impede achievement of our valuation assessments.  

 

Oilfield Services (OFS) business is inherently risky. OFS investors should be fully aware of these risks, which include, but are not limited 

to, volatile natural gas, NGL’s and crude oil prices, demand for and competition for a company’s product and/or service, asset quality, 

customer risks, changes in operating costs, company capital structures, operating and working capital needs and ability to raise both 

debt and equity capital to fund operations. We value OFS equities on many different metrics, including but not limited to, our 

subjective view as to the quality of management, discounted cash flows, net asset values, enterprise value to EBITDA or cash flow 

multiples, price to earnings or cash flow multiples, reinvestment risk and full cycle economics. These factors are uncertain and our 

outlook is subject to change, sometimes quite quickly. Any changes in the above factors can impede achievement of our valuation 

assessments.  

 

Industrials: This category might cover many different types of companies with various business models and various factors affecting 

the operations and stock prices, some of which include overall economic growth, end market demand, product inventories and 

competition. Some of these companies might have various energy-related exposure through both sales and/or costs. In general, 

industrial company risks include, but not limited to, high fixed operating costs, rising input costs, currency and commodity price 

fluctuations, variable demand, inventory levels, quality of management, competition and obsolesce.  

 

E&P, Oilfield Service, Consumer & Industrials investments, as well as investments in the other subsectors we follow (namely, the 

Marine Transport and Industrial subsector) are subject to a myriad of external factors, including but not limited to, commodity price 

risk, geopolitical risk, changes in interest rates, the value of worldwide currencies, especially the U.S. dollar, changing regulations, both 

domestically and abroad, regulatory enforcement levels, and changes in domestic or global economic fundamentals. Please see 

specific companies' most recent SEC filings, including 10-Ks, 10-Qs, 8-Ks, and proxy filing for additional risks and considerations. 

 

Water Utilities:  In addition to broad stock market and economic risk factors that impact most all equities, the water utility industry is 

uniquely at risk to, but not limited to, the following risks:  state regulator decision, state law change, federal regulations, weather 

patterns, capital market accessibility, credit funding, acquisition, capital spend limitations, and litigation.  Furthermore, company-

specific risks are applicable to certain water utilities.  Please see specific companies’ most recent SEC filings, including 10-Ks, 10-Qs, 8-

Ks, and proxy filings, for additional risks and considerations.  We value water utility equities on many different metrics, including but 

not limited to, price-to-earnings, dividend yield, price-to-book, dividend discount model, enterprise value-to-EBITDA, enterprise value-

to-revenue, and sum-of-the-parts.  All estimates and valuations are highly and inherently uncertain.  These factors are uncertain and 

our outlook is subject to change, sometimes quite quickly.  Any changes in the above factors can impede achievement of our valuation 

assessments. 

 

 

Coker Palmer Institutional ** Coker & Palmer (C&P) acted as a Co-Manager for a Gulfport Energy (GPOR) and Halcon (HK)

Ratings Distribution * Ratings Distribution of IB Clients ** and a HighPoint Resources (HPR) fixed income offering over the past six months, or more. 

as of 6 | 25 | 2019 as of 6 | 25 | 2019 C&P also received consulting fees for work associated with Goodrich Petroleum (GDP).

Category Count Percent Category Count Percent

Buy NA NA Buy 0 0% You should expect that employees of C&P, including research analysts, might be compensated 

Hold NA NA Hold 0 0% based on firm and/or division revenue.  Such revenues are likely to include fees and other 

Sell NA NA Sell 0 0% compensation from investment banking and/or consulting activities.

No Rating 34 100% No Rating 4 12% Investors should expect C&P to seek investment banking revenues from any and all 

companies under formal research coverage (incl but not limited to GPOR, HK, HPR & GDP)

*  As of February 23rd, 2016, CPI no longer offers any Official Stock Ratings as well as other public companies, currently not under formal research coverage.

Therefore, any ratings distribution is Not Applicable (NA)


